DRAFT REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL OF KAI! GARIB MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Kai! Garib Municipality, which 
comprise the statement of financial position as at 30 June 201 1 , and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, and the accounting officer’s report, as set out on pages [xx] to [xx]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP), issued by the Accounting Standards Board 
in accordance with Section 122(3) of the Municipal Finance Management Act, (Act No 56 of 

2003) , and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 

2004) (PAA), my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1 1 1 of 201 0 issued in Government Gazette 33872 of 1 5 December 201 0. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 


Basis for adverse opinion 


Property, plant and equipment 

1. Property, plant and equipment was disclosed as R260 241 791 (2010: R175 122 469) in the 
financial statements. Individual balances of each category of property, plant and equipment 
as disclosed in note 1 1 to the annual financial statements do not agree to the individual 
balances of each category as reflected in the trial balance. The trial balance exceeds the 
financial statements by R33 670 484 in respect of Infrastructure assets, and in respect of 
community assets, the trial balance exceeds the financial statements by R53 204 717. 
Furthermore, the financial statements exceed the trial balance by R6 541 820 for other 
assets. The municipality did not reconcile the individual differences between the financial 
statements to the underlying records and in the absence of adequate supporting documents, 
I was unable to reliably confirm the valuation and allocation of property, plant and equipment 
as disclosed in the notes to the financial statements. (Ex.75) 

2. Due to the limitations placed on the scope of my work and the municipal records not 
permitting the application of alternative procedures, I could not obtain sufficient appropriate 
evidence to confirm that the property, plant and equipment amounting to R260 241 791 for 
the current year, disclosed in the statement of financial position and note 1 1 to the financial 
statements is reflected at the correct amount. (Ex.205) 

3. Standards of Generally Recognized Accounting Practice, GRAP 17, Property, plant and 
equipment requires that subsequent to initial recognition at cost, an item of property, plant 
and equipment should be carried at cost less accumulated depreciation and accumulated 
impairment losses. As indicated in note 1 1 to the financial statements, plant and equipment 
were not depreciated during the financial year. The amount of depreciation not provided for 
and consequently the effect on accumulated surplus cannot be quantified as the fixed asset 
register does not indicate dates when the assets were purchased. (Ex.82); (Ex.83); (Ex.90) 
(Ex. 196) 

4. I was unable to physically verify assets that were reflected on the asset register as 
Property, Plant and Equipment of the municipality. Additionally, other assets that qualify as 
Property, Plant and Equipment of the municipality could not be traced to the fixed asset 
register as the assets did not have asset numbers. The asset register of the municipality 
does not contain sufficient and appropriate information such as a unique identification 
number, to permit identification of each individual asset, nor determination of the location of 
the asset. There were no alternative audit procedures that I could perform to obtain 
reasonable assurance that the balances as disclosed in note 1 1 of the financial statements 
amounting to R160 543 255 do exist, and are correctly valued. (Ex. 103); (Ex.179) 

5. The municipality did not capitalise infrastructure assets which were completed during the 
year in accordance with Standard of Generally Recognised Accounting Practice, GRAP 17, 
Property, plant and equipment. Had this capitalisation been done in line with the entity’s 
policies and practices on capitalisation, infrastructure assets, included in note 1 1 to the 
financial statements, would have been stated at R46 340 195 additional to the amount 
currently reflected in the annual financial statements. (Ex.201) 


6. The municipality could not provide sufficient appropriate audit evidence to support asset 
additions that were capitalised during the year. These additions amounted to R85 116 606. 

I was unable to perform alternative procedures to satisfy myself concerning the existence, 
valuation and rights in respect of these additions without the relevant original supporting 
documentation. (Ex.101) 

Accumulated surplus 

7. Accumulated surplus of R168 061 549 (2010: R179 706 269) reflects a difference of 

R1 1 835 634 between the trial balance and the amount disclosed as accumulated surplus 
in the annual financial statements, in which the financial statements exceeded the trial 
balance by this amount. The municipality could not provide sufficient appropriate audit 
evidence to support the difference, and the trial balance and general ledger supporting the 
amount disclosed as accumulated surplus could therefore not be relied upon. The 
accumulated surplus as presented is not considered to be fairly valued. I was unable to 
perform satisfactory alternative audit procedures, as the primary source of audit evidence 
could not be relied upon. (Ex. 149) 

8. A difference of R164 499 829 was identified between the general ledger and the amount 
disclosed as accumulated surplus in the financial statements. Based on this difference, the 
trial balance and general ledger supporting the amount disclosed could not be relied upon 
and the accumulated surplus as presented in the annual financial statements is not 
considered to be fairly valued. I was unable to perform satisfactory alternative audit 
procedures as the primary source of audit evidence could not be relied upon. (Ex.150) 

9. A difference of R9 288 077 was identified between the prior year working papers and the 
comparative amounts in the current year annual financial statements in respect of 
accumulated surplus. Accumulated surplus in the annual financial statements is not fairly 
stated as the amount was not determined from the correct source, and no satisfactory 
alternative audit procedures were possible to be performed. (Ex. 149) 

10. Restatement adjustments made to the annual financial statements were not performed 
correctly. A difference of R30 138 476 was identified between the adjustment made by the 
municipality and a recalculation made by the auditors. The entity’s records did not permit 
the application of alternative audit procedures to verify these adjustments; consequently I 
could not determine the validity of these adjustment journals. (Ex. 156) 

1 1 . Adjustments made to the financial statements were not made in accordance with paragraph 
28 and 29 of the SA Standard of GRAP, GRAP 3, Accounting policies, changes in 
accounting estimates and errors (GRAP 3). (Ex.157) 

Trade and other payables 

12. The trade and other payables balance of R 68 528 481 (2010: 7 331 910), as disclosed in 
note 8 to the financial statements, does not agree to the balance as per the trial balance. 
The entity did not reconcile the difference of R36 356 971 between the financial statements 
to the underlying accounting records. Consequently, the trade and other payables balance 
is overstated by R36 356 971 . Based on this difference, the trial balance and general ledger 
supporting the amount disclosed could not be relied upon and the trade and other payables 
from exchange transactions as disclosed in note 8 is not considered to be fairly valued. The 
entity’s records did not permit the application of alternative audit procedures to confirm the 
existence, obligations, completeness, valuation and allocation, of trade and other payables. 


(Ex.75) 


13. The municipality could not provide sufficient and appropriate audit evidence to support the 
accruals listing reflected in trade and other payables amounting to R2 290 753. There were 
no satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that the accruals were properly recorded. (Ex.107) 

Trade and other receivables 

14. Trade and other receivables from exchange transactions amounting to R1 656 859 (2010: 
R13 502 030) as reported on the face of the statement of financial position and note 17 to 
the financial statements is less than the amounts in the reflected in the trial balance by 
R14 176 351 . Based on this difference, the trial balance and general ledger supporting the 
amount disclosed could not be relied upon and the trade and other receivables from 
exchange transactions as disclosed is not considered to be fairly valued. I was unable to 
perform satisfactory alternative audit procedures as the primary source of audit evidence 
could not be relied upon. (Ex.75) 

15. A difference of R54 993 985 was identified between the general ledger and the amount 
reflected on the debtors’ age analysis. I was unable to determine the effect on the other 
account balances or classes of transactions contained in the financial statements. 
Furthermore, a difference of R38 746 729 was identified between the trial balance and the 
general ledger. Moreover, a difference of R32 998 173 was identified between the annual 
financial statements and the trial balance. Based on these differences, the general ledger 
and trial balance supporting the amount disclosed could not be relied upon, and trade and 
other receivables as disclosed is not considered to be fairly valued. I was unable to perform 
suitable alternative audit procedures as the primary source of audit evidence could not be 
relied upon, therefore affecting valuation, existence, rights and obligations of these 
receivables. (Ex.111) 

Employee benefits 

16. Employee benefits amounting to R11 471 799 (2010: R10 893 744) as reported on the face 
of the statement of financial position and in note 3 and 6 to the financial statements 
exceeded by the amounts in the trial balance by R3 394 974. Based on this difference, the 
trial balance and general ledger supporting the amount disclosed could not be relied upon 
and the employee benefits as disclosed is not considered to be fairly valued. I was unable 
to perform suitable alternative audit procedures as the primary source of audit evidence 
could not be relied upon. (Ex. 130) 

17. The municipality could not provide sufficient appropriate audit evidence to support post 
employment benefits amounting to R11 471 799. The actual report could not be obtained 
and thus information disclosed in the annual financial statements could not be validated. As 
a result, I was unable to verify the completeness, valuation and allocation and obligations of 
the employee benefits. (Ex. 147) 

Cash and cash equivalents 

18. A difference of R8 087 883 was identified between the general ledger and the trial balance. 
Based on this difference, the trial balance and general ledger supporting the amount 
disclosed in the annual financial statements R17 526 829 (2010: R818 425) could not be 
relied upon and cash and cash equivalents as disclosed is not considered to be fairly 


valued. (Ex.114) 


19. A difference of R3 443 873 was identified between the annual financial statements and the 
carrying amount of the investment register. Based on this difference, the investment 
register supporting the amount disclosed in the annual financial statements for investments 
could not be relied upon, and cash and cash equivalents as disclosed is not considered to 
be fairly valued. No suitable alternative audit procedures were possible to be performed. 
(Ex.203) 

20. Investments reflected in the investment register, to the value of R1 808 177, remained 
unsupported during the current year. The investment register containing these amounts 
disclosed in the annual financial statements for investments could therefore not be relied 
upon, and cash and cash equivalents as disclosed is not considered fairly valued. (Ex.204) 

Long-term liabilities 

21 . Long term liabilities amounting to R5 580 447 (2010: R8 969 736) as reported on the face 
of the statement of financial position and note 2 to the financial statements is exceeded by 
the amounts in the trial balance by R4 761 301. Based on this difference, the trial balance 
and general ledger supporting the amounts disclosed could not be relied upon and the long 
term liabilities as disclosed is not considered to be fairly valued. I was unable to perform 
suitable alternative audit procedures, in order to satisfy myself as to the valuation, 
existence, rights and obligations, as the primary source of audit evidence could not be 
relied upon. (Ex.62) 

Investment property 

22. The municipality does not maintain a register to record investment property in terms of the 
Generally Recognized Accounting Practice (GRAP) implementation guide for municipalities. 
Standard of Generally Recognized Accounting Practice, GRAP 16, Investment property, 
requires property held to earn rentals or for capital appreciation to be recognized as 
investment property; however, there were various properties identified from which the 
municipality earns rental income or has no determined use which were not disclosed as 
investment property. Consequently, I was not able to quantify the extent by which the 
Investment property has been understated. (Ex.82); (Ex.83); (Ex.94) 

Inventory 

23. Inventory disclosed in the annual financial statements does not include water inventory. 

The annual financial statement disclosure regarding inventory is thus not complete as no 
water inventory has been disclosed. (Ex. 181) 

Leases 

24. Standards of Generally Recognized Accounting Practice (GRAP), GRAP 13, Leases, 
requires a lease to be classified as a finance lease if the lease term is for a major part of 
the economic life of the asset even if title is not transferred. The municipality is party to a 
number of lease agreements that constitute finance leases. However, sufficient appropriate 
audit evidence supporting the amounts disclosed has not been provided. As the relevant 
information was not available; I was not able to quantify the extent by which the property, 
plant and equipment, long-term liabilities, the current portion of long-term liabilities and 
accumulated surplus were misstated. (Ex.127) 


Expenditure 

25. A difference of R2 045 500 was identified between the general ledger and the amount 
disclosed as expenditure in the statement of financial performance. Based on this 
difference, the trial balance and general ledger supporting the amount disclosed could not 
be relied upon and expenditure as disclosed is not considered to be fairly stated. 
Consequently, I could not determine the effect on the other account balances or classes of 
transactions contained in the annual financial statements. (Ex.80) 

26. The municipality could not provide sufficient appropriate audit evidence to support 
expenditure transactions amounting to R21 071 452 and R3 403 775 for payment vouchers. 
As a result of this limitation, I was unable to satisfy myself concerning the accuracy, 
occurrence, classification, completeness and cut-off of expenditure as disclosed in the 
statement of financial performance. The entity’s records did not permit the application of 
suitable alternative audit procedures. (Ex. 39); (Ex.95); (Ex.121) 

27. Debt Impairment amounting to R9 880 786 (2010: R9 856 912) as reported on the face of 
the statement of financial performance and note 27 exceeded the trial balance by 

R9 880 786. Based on this difference, the trial balance and general ledger supporting the 
amount disclosed could not be relied upon and the debt impairment as disclosed is not 
considered to be accurate. I was unable to perform suitable alternative audit procedures as 
the primary source of audit evidence could not be relied upon. (Ex.75) 

28. The amount disclosed as debt impairment of R9 880 786 (2010: R9 856 912) in the 
statement of financial performance and note 27 to the annual financial statements did not 
agree to the movement on the bad debt provision. The movement exceeded the disclosed 
amount by R16 800 743. The debt impairment disclosed did not account for any bad debts 
written-off as the municipality did not write off any bad debts even though there are long 
outstanding debtors. The debt impairment disclosed is therefore incomplete and 
inaccurately disclosed in the annual financial statements. (Ex.97); (Ex.197) 

29. A difference of R3 754 492 was identified between the prior year Annual financial 
statements and the comparative amounts in the current year annual financial statements. 
Debt impairment in the annual financial statements is not fairly stated as the amount was 
not determined from the correct source. (Ex.98) 

30. The municipality does not maintain an accurate and up to date grant register. The grant 
register obtained does not reflect the opening balance of grants, the portion of grants 
transferred to revenue and the balance of unspent grants at year end. The municipality did 
not maintain a grant register that reconciles to the annual financial statements. 

Furthermore, the grant register is not complete. A grant amounting to R1 200 000 was 
noted as not having been recorded in the register during the current year. (Ex. 11 3) 

Revenue 

31 . A difference of R38 892 694 was identified between the trial balance and the amount 
disclosed as revenue from exchange transactions in the statement of financial 
performance. Based on this difference, the trial balance and general ledger supporting the 
amount disclosed could not be relied upon and revenue as disclosed is not considered to 
be fairly stated. Consequently, I could not determine the effects on the other account 
balances or classes of transactions contained in the financial statements. (Ex.75) 


32. A difference of RIO 322 343 was identified between the trial balance and the amount 
disclosed as revenue from non exchange transactions in the statement of financial 
performance. Based on this difference, the trial balance and general ledger supporting the 
amount disclosed could not be relied upon and revenue as disclosed is not considered to 
be fairly stated. Consequently, I could not determine the effects on the other account 
balances or classes of transactions contained in the financial statements. (Ex.75) 

33. There was no system of control over prepaid electricity on which I could rely for the purpose 
of my audit, and there were no satisfactory alternative audit procedures that I could perform 
to obtain reasonable assurance that prepaid electricity was accurately recorded using the 
tariffs approved by the National Energy Regulator of South Africa (NERSA). Consequently, 

I was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
accuracy, completeness, cut-off and classification of revenue from sale of prepaid electricity 
of R43 781 21 1 (2010: R36 165 948) disclosed in note 23 to the financial statements. 

(Ex. 148) 

Corresponding figures 

34. In my previous report, I provided a disclaimer of opinion on the municipality’s financial 
statements for the year ended 30 June 2010. As the municipality have not provided the 
required information, nor made the required changes to the balances and transactions such 
as Revenue to the extent of R46 997 187, Expenditure to the extent of R10 452 706, 
Employee costs to the extent of R1 543 839, Trade and other receivables to the extent of 
R1 3 171 410, and Trade and other payables to the extent of R7 708 300, in respect of 
these balances and classes of transactions. Consequently, I could not determine the effect 
on the other account balances or classes of transactions contained in the annual financial 
statements. (Ex.186) 

Statement of cash flows 

35. The Cash Flow Statement has not been prepared according to Standards of Generally 
Recognised Accounting Practice (GRAP), GRAP 2, Cash flow statements. The cash flow 
that the municipality has prepared is out of balance. The entity did not disclose the method 
adopted for reporting cash flows. (Ex.162) 

Financial disclosures 

36. The annual financial statements are misleading as the following items affecting the 
disclosure notes in the financial statements were identified: The Annual Financial 
Statements do not state the Depreciation expense for the year (Ex.83); (Ex.90); There is no 
budget versus actual as required by GRAP 24 (Ex.83) (Ex.128); There is Zero investment 
property yet the municipality rents out buildings. (Ex.83); (Ex.94); Note 17 is not complete 
as no disclosure of summary per category (residential etc.) See IFRS 7. (Ex.83); Note 20 - 
The note does not show the opening balance, movement and closing. Furthermore, The 
ABSA and Standard bank account were not separated. (Ex.83); There is no unauthorized 
expenditure (Ex.83); Irregular expenditure is not complete (Ex.83); Note 40.7 seems to be 
incomplete if read with irregular (Ex.83); Note 40.8 is not complete. (Ex.83); Capital 
commitments appear not to be complete (Ex.83); Note 42, should there be a note on 
employee benefits and financial instrument changes in interest rate? (Ex.83); Note 48, 
related parties appear not to be complete. (Ex.83); Unspent conditional grants have not 
been included in investments (Ex.83); Annexures do not tie back to rest of AFS (Ex.83); 
Note 2 current portion do not match detail on minimum annuity payments (Ex.83); There is 


no movement in Note 6 (Ex.83); Appendix C do not tie back to statement of financial 
performance (Ex.83); Numerous casting errors were identified. There were also notes 
which do not transfer to the face of the financial statements. (Ex.92); (Ex.118); Current 
liabilities exceed current assets by R89 612 824 (Ex. 82); Liabilities have had no movement 
from the prior year and this is not possible (Ex. 82); The statement of changed in net assets 
does not disclose balances brought forward from prior years (Ex.82); The financial 
statements show a zero balance of investment property whereas there are ervens owned 
by the municipality for which a decision to sell, has not yet been taken. For this reason, 
these should be classified as investment property. (Ex.82); (Ex.94); The note on the bank 
transactions has no opening balance (Ex.82); Housing Grants- expense must still be shown 
in the statement of performance (Ex.82); The notes to the financial statements do not 
include accounting policies. (Ex.82) 

Other Statutory disclosures 

37. Particulars of non-compliance with the MFMA were not disclosed in the notes to the annual 
financial statements, as required by section 125 (2) (e) of the MFMA. As included in the 
compliance with laws and regulations section of this report, several material deviations from 
the MFMA were identified during the audit; however, no particulars of any of these matters 
were disclosed in the notes to the annual financial statements. (Ex.83) 

Unauthorised expenditure 

38. The municipality did not provide delegations to support expenditure incurred during the 
current year. The expenditure incurred by the municipality is thus unauthorised in terms the 
Municipal Finance Management Act. (Ex. 119) 

39. The municipality incurred unauthorised expenditure amounting to R8 065 195 mainly as a 
result of overspending of certain votes that was not appropriated in an adjustment budget 
This unauthorised expenditure was not disclosed in the notes to the financial statements as 
required by section 125(2)(d)(ii) of the MFMA. Unauthorised expenditure is thus 
understated by a similar amount. (Ex.159) 

Irregular expenditure 

40. The municipality awarded a tender to a bidder for the construction of houses. The bidder 
did not furnish the municipality with a certificate certifying that they have no undisputed 
commitments for municipal services for which payment is due. The value of the bid 
amounts to R22 891 009. (Ex.86) 

41 . The municipality did not provide sufficient appropriate audit evidence to support the 
deviation from the procurement process. Quotations to support the procurement of items to 
the value of R102 358 were not advertised and audit evidence in support of the deviation 
from the supply chain management regulations was not provided. (Ex.72) 

42. The municipality awarded a tender to a bidder that had a low score on evaluation. There is 
no clear objective criteria used to justify that reasonable grounds exist not to award the 
tender to the bidder with the highest points. Sufficient appropriate audit evidence in support 
of the deviation from the PPPFA and supply chain management regulations was not 
provided. (Ex.84) 


Commitments 


43. The municipality did not maintain a contract management system for the identification and 
recognition of contracts and there were no satisfactory alternative audit procedures that I 
could perform to obtain reasonable assurance that all commitments were properly 
recorded. Consequently, I was unable to obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness of commitments as disclosed R7 41 1 735 

(R31 115 164). (Ex.158) 

Related parties 

44. The municipality did not have policies and procedures in place during the year under review 
with which to detect and monitor any related party relationships. As a result of the above, I 
was unable to verify the completeness of related parties and related party transactions as 
no such relationships were disclosed in the financial statements. (Ex.82) 

Financial instruments 

45. The municipality did not discount its revenue or expenditure as required by IAS 39: 

Financial instruments or account for the time value at year-end for trade receivables and 
trade payables. The municipality is required to recognise the interest portion as and when 
the transactions occur. Revenue, expenditure, trade receivables and trade payables are 
therefore overstated and interest in the statement of financial performance is therefore 
understated. I was unable to perform alternative procedures to quantify the amount of these 
misstatements. 

Adverse opinion 

46. In my opinion, because of the significance of the matters described in the Basis for adverse 
opinion paragraphs, these financial statements do not present fairly the financial position of 
the KailGarib Municipality as at 30 June 201 1 and its financial performance and cash flows 
for the year then ended, in accordance with GRAP and the requirements of the MFMA. 

Emphasis of matter 

47. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

48. As disclosed in note 31 to the financial statements, the corresponding figures for 2010 have 
been restated as a result of an error discovered during 201 1 in the financial statements of 
the Kai IGarib Municipality at, and for the year ended, 30 June 2010. 

Going concern 

49. There is a material uncertainty about the entity’s ability to continue funding its services. The 
current liabilities exceed the current assets by R89 612 824. (Ex.93) 

Material Impairments 

50. As reported in note 27 to the financial statements receivables amounting to R9 880 786 
were impaired during the year. (Ex.75) 


Unaudited supplementary schedules 

51 . The supplementary annexures set out from page [xx] to [xx] do not form part of the financial 
statements and are presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

52. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, 1 include below my findings on the 
annual performance report as set out on pages [xx] to [xx] and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 

Material findings on the report on predetermined objectives, as set out on pages ... to ..., are 
reported below: 

Presentation of information 

53. The following criteria are relevant to the findings below: 

• Performance against predetermined objectives is reported using the National Treasury 
guidelines. 

The following audit findings relate to the above criteria: 

• No annual performance report was submitted for audit. 

• The development priority issues in the Integrated Development Plan review 4 of 4 were 
not evaluated into Key Performance Indicators as per objective. 

Usefulness of information 

54. The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: The reported objectives, indicators and targets should be consistent with 
the approved integrated development plan. 

• Relevance: There should be a clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets 

• Measurability: The indicators should be well defined and verifiable, and targets are not 
specific, measurable and time bound. 

The following audit findings relate to the above criteria: 

Reported performance against indicators is not complete when compared to source 
information 


The municipality did not report on planned measures to improve on reported information. 


Reported objectives are not consistent and complete when compared with the planned 
objectives 

• Reported development priorities/objectives were not consistent or not complete when 
compared with planned development priorities/objectives. 

• Reported indicators were not consistent or not complete when compared with planned 
indicators. 

• Reported targets were not consistent or not complete when compared with planned 
targets. 

Reliability of information 

55. The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have not 
been included in the reported performance information. 

The following audit findings relate to the above criteria: 

The validity, accuracy and completeness of reported performance against indicators 
could not be confirmed as inadequate supporting source information was provided. 

• No annual performance report was submitted for audit. 

Compliance with laws and regulations 

Municipal Finance Management Act, Act No. 56 of 2003 (MFMA) 

Strategic planning and performance management 

56. It was noted that the following policies are not in place: 

• Performance management policy 

• Fraud prevention plan 

• Risk management policy 

• Disaster recovery plan 

• Fraud hotline 

• Hiring of halls policy 

• Procurement (ordering) Policy 

It was also noted that none of the policies the municipality had in place during the year were 
reviewed and updated. 

This matter was also reported in the previous year. 


57. The accounting officer did not assess the municipality’s actual service delivery performance 
for the first half of the financial year against the service delivery targets and performance 
indicators set in the service delivery and budget implementation plan, by 25 January 2011 
as required by section 72(1 )(a)(ii) of the MFMA 

58. The accounting officer did not submit the results of the assessment on the performance of 
the municipality during the first half of the financial year to the mayor of the municipality, the 
National Treasury, and the provincial treasury, as required by section 72(1 )(b) of the 
MFMA. 

59. The accounting officer did not submit a service delivery and budget implementation plan as 
defined in section 1 of the MFMA for the year to the mayor as required by section 69(3) of 
the MFMA. 

Budgets 

60. The municipality incurred expenditure that was not budgeted for and/or incurred 
expenditure in excess of the limits of the amounts provided for in the votes in the approved 
budget, in contravention of section 1 5 of the MFMA. 

61 . The accounting officer did not always submit the monthly budget statements to the mayor 
and/or the relevant provincial treasury, as required by section 71(1) of the MFMA. 

62. The accounting officer did not perform a mid-year budget and performance assessment as 
required by section 72 of the MFMA. 

Annual financial statements, performance and annual report 

63. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the Municipal Finance Management 
Act. Material misstatements identified by the auditors were not adequately corrected, which 
resulted in the financial statements receiving an adverse audit opinion. 

64. Contrary to the requirements of section 1 26 of the Municipal Finance Management Act, the 
annual financial statements were not submitted to the Auditor General of South Africa for 
auditing within two months after the end of the financial year. 

65. We could not obtain evidence that the accounting officer has submitted the annual report to 
the National and Provincial Treasury as required by section 72 of the Municipal Finance 
Management Act. 

Audit committees 

66. The municipality did not have a functioning audit committee in place, as required by section 
166 of the MFMA. 

67. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit 

68. The internal audit unit did not function as required by section 165(2) of the MFMA, in that it 


did not prepare a risk-based audit plan and an internal audit programme for the financial 
year under review; 

69. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality’s performance management system and whether the 
system complied with the requirements of the MSA as required by Municipal Planning and 
Performance Management Regulation 14. 

70. The internal audit processes and procedures did not include assessments of the extent to 
which the municipality’s performance measurements were reliable in measuring the 
performance of the municipality on key as well as general performance indicators as 
required by Municipal Planning and Performance Management Regulation 14. 

71 . The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and/or did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by Municipal Planning and 
Performance Management Regulation 14. 

72. Internal audit did not report to the audit committee on the implementation of the internal 
audit plan; 

73. Internal audit did not advise the accounting officer and report to the audit committee on 
matters relating to internal audit, internal controls, accounting procedures and risk and risk 
management. 


Procurement and contract management 

74. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of SCM regulation 17(a) and (c). 

75. Final awards and/or recommendation of awards to the accounting officer were not always 
made by an adjudication committee which was appropriately constituted of as per the 
requirements SCM regulation 29(2). 

76. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulation 19(a) and 36(1). 

77. The preference point system was not applied in all procurement of goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 )(a). 

78. Contrary to the requirements of section 41 (2) of the Municipal Supply Chain Regulations I 
could not obtain a risk register or other documentary proof that risk assessment relating to 
the SCM system were performed. 

79. Contrary to the requirements of regulation 14 of the Municipal Supply Chain Regulations 
the accounting officer did not keep a list of accredited prospective providers of goods and 
services. 

80. Evidence could not be obtained that the required supply chain management reports had 
been compiled and reviewed by management to ensure compliance with regulation 6(1), (3) 
and (4) of the Municipal Supply Chain Management Regulations. 


Human resources management and compensation 

81 . The municipal manager did not ensure that the municipality has adequate human resource 
capacity that enables it to perform its functions and exercise its powers in an economical, 
efficient, effective and accountable manner in compliance with section 68 (1) of MSA. 

Expenditure management 

82. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of expenditure control, including procedures for the 
approval, authorisation, withdrawal and payment of funds as required by section 65(2) of 
the MFMA. 

83. The accounting officer did not take all reasonable steps to ensure that all money owing by 
the municipality is paid within 30 days of receiving the relevant invoice as required by 
section 65(2)(e) of the MFMA. 

84. The accounting officer did not take all reasonable steps to prevent, identify and report 
unauthorised, irregular, fruitless and wasteful expenditure and other losses, as required by 
section 62(1 )(d) and 32 of the MFMA. 

85. The municipality did not recover unauthorised, irregular or fruitless and wasteful 
expenditure from the liable person, as required by section 32(2) of the MFMA. 

Revenue management 

86. Revenue received by the municipality was not always reconciled at least on a weekly basis, 
as required by section 64(2) (h) of the Municipal Finance Management Act. 

87. The rates property register is not compiled in the format required by the Property Rates Act 
number 6 of 2004. 

88. The municipality’s credit and debt collections policy did not provide realistic targets 
consistent with collection ratios as required by section 97(1 )(d) of the MSA. 

Asset management 

89. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system and internal controls 
which account for the assets of the municipality as required by section 63(2)(a) and (c) of 
the MFMA. 

90. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets (including an asset 
register) as required by section 63(2)(c) of the MFMA. 

Financial misconduct 

91. The municipality did not investigate all identified possible, unauthorised, irregular, fruitless 
and wasteful expenditure and take disciplinary action against the relevant staff members as 
required by section 171(4)(b) of the MFMA. 


INTERNAL CONTROL 


92. In accordance with the PAA and in terms of General notice 1111 of 201 0, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted 
in the basis for adverse opinion, the findings arising from the audit of the annual 
performance report and the findings arising from the audit of compliance with laws and 
regulations included in this report. 

Leadership 

93. Oversight responsibility over the preparation of financial statements, report on 
predetermined objectives, compliance with the laws and regulations and internal control 
was not exercised by the accounting officer. Leadership has not ensured that there is a 
process in place to ensure that reviews take place before submission. This was also 
evidenced by the numerous instances of non-compliance with laws and regulations, the 
internal control deficiencies and material misstatements in the financial statements that 
were noted throughout the audit process. 

94. Instances have been identified where there is a lack of decisive action to mitigate emerging 
risks, implement timely corrective measures and address non-performance. 

Financial and performance management 

95. Instances have been identified where quality, reliable monthly financial statements and 
management information is not prepared by the municipality. Pertinent information is not 
identified and captured in a form and time frame to support financial and performance 
reporting. Numerous errors have been noted on the annual financial statements submitted 
which is an indication that the financial statements were not adequately reviewed by 
management before submitting the final version for audit. 

96. The municipality does not have proper record keeping and record management processes 
in place to ensure that the documentation supporting the amounts and disclosures in the 
financial statements are properly filed and easily retrievable. Information requested for 
audit purposes was not readily available and significant delays were experienced 
throughout the audit process. In some cases, the documentation was not received at all 
which resulted in a limitation of scope being placed on the audit. 

97. The municipality has a financial management system in place. Numerous instances have 
been identified where the municipality did not have manual or automated controls designed 
to ensure that the transactions have occurred, are authorised, and are completely and 
accurately processed. 


Governance 

98. Risk identification and management processes are not designed to identify changes in 
processes or risks and verify that the design of underlying controls remain effective. The 
municipality has not selected and developed internal controls to prevent, detect and correct 
material misstatements in financial reporting and reporting on predetermined objectives. 

99. There is no evidence that management has taken action during the period being reviewed 
to address fraud risk. 

100. Although an audit committee has since been established, and an internal audit department 
exists, these did not function adequately during the year, preventing it from discharging its 
duties adequately. 

OTHER REPORTS 

Performance audits 

101 . A performance audit of the Kai! Garib Municipality was conducted during the year under 
review concerning the entity’s internal controls, through the internal control dashboard 
checklist. The report covered the period July 2010 to June 2011. A summary of the findings 
is contained under the internal control section of the management report, and reveals 
unsatisfactory ratings of the key controls. 


Kimberley 

[Date] 
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